
AD-AlGA 559 GENERAL ACCOUNTING OFFICE WASHINGTON DC ACCOUNTING A--ETC F/ A5/1

RE VIEW OF THE D IS ABLED AME RICAN V ETERANG FINANCIAL STATEMENTS -ETC(U)
OCT Al

UNCLASSIFIED GAO/AFRO-A2

I EhoohEIEELmo



M32 1II1II1

II II ll 2.0

11111.25 1-4 III8

" MICROCOPY RESOLUTION TEST CHART

N HRI~ Al of IAN



AD A108 5

BY THE COMPTROLLER GENERAL

Rer To The
OF THE UNITED STATES

Review Of The Disabled American
Veterans' Financial Statements
For The Year Ended December 31,1980

GAO reviewed the report on the audit of the
Disabled American Veterans' ( DAV's 1I980
finacial statements and the work of DAVs ' Q .& v
independent public accountant GAO concurs

transmits it to the Congress.

Separate sections of the United Stlae Code
require annual audits of DAV's accounts by
both GAO and independent public account- f
ants. GAO believes these duplicat efforts
provide little additional benefit to DAV and
other ues of the audit report. They also re-
sit in a geater expense to DAV than would
otherwise be necesary, and a les effective
use of GAO's resources.

Therefore, GAO recommends that DAV's
authorizina legaisation ( 36 U.S.C. 901(b) )
be amended to eliminate the requ inment for
an annual audit of DAV's financial stmwt
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Reqluest for copies of GAO reports diould be
sent to:

U.S. General Acconting Office
Document Handling end Information

Services Facility
P.O. Box 6015

Gaithesburg, Md. 20760
Telephone (202) 2754241

Tie first five, copies of individual reptor am
free of cherg. Additional copie of bound
audit re',rt are $3.25 each. Additional
copies of unbound report (ie., letter repOrts)
anid moet othe publiation we $1 .00 each.
Ther will be a 25% discount on all orders for
100 or more copies mailed to a single aidres
Sea orders must be prepeidl on a cash, cheek,
or money order basis. Chec should be made
out to the Isupu'intendentm-1 of Document".



COMPTROLLER GENERAL OF THE UNITED STATES

* WASHINGTON D.C. 2056

B-55712

To the President of the Senate and the
Speaker of the House of Representatives

This report summarizes the results of our review of the Dis-
abled American Veterans (DAV) National Headquarters' financial
statements for the year ended December 31, 1980. DAV is a feder-
ally chartered, privately funded, nonprofit corporation established
by Congress in 1932 to advance the interests of injured and dis-
abled American veterans. The review was conducted in accordance
with 36 U.S.C. 90i(b).

OPINION OF DELOITTE HASKINS + SELLS

We reviewed the workpapers and audit report of Deloitte Haskins
+ Sells (DH+S), DAV's independent certified public accountant, to
determine the quality of its work and the extent to which we could
rely on it, and thus minimize our involvement. We performed such
tests of its workpapers and audit report as we considered necessary
to ensure that:

--DAV's financial statements were prepared in accordance with
generally accepted accounting principles.

--DH+S' audit was made in accordance with generally accepted
auditing standards.

--DH+S had established the necessary policies and procedures
to comply with other applicable professional standards.

We conducted our review at DH+S' office in Cincinnati, Ohio, and
DAV's National Headquarters in Cold Spring, Kentucky.

During our review of DH+S' workpapers and audit report, nothLng
came to our attention that would indicate that DH+S' opinion on
DAV's 1980 financial statements was inappropriate. We, therefore,
concur with and transmit to the Congress, Deloitte Haskins + Sells'
opinion and DAV's 1980 financial statements which are included as
appendix I.

EXISTING LAWS REQUIRE AUDITS BY BOTH
GAO AND INDEPENDENT ACCOUNTANTS

Separate sections of the United States Code require annual
audits of DAV's accounts by both GAO and independent public
accountants. Section 90i(b) of 36 U.S.C. requires an annual
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B-55712

audit of DAV's accounts by GAO. Section 1102 of 36 U.S.C. re-
quires an annual audit of DAV's accounts by independent certi-
fied public accountants or independent licensed public account-
ants. Both audit reports must be submitted to the Congress.

GAO and DAV feel the requirement for GAO to audit DAV's
accounts annually is duplicative and unnecessary. We believe this
duplicative effort provides little additional benefit to DAV and
other users of the audit report. It also prevents GAO from
using its resources more effectively. Similarly, DAV believes
that "* * * the expense of the duplicate audit performed by the
General Accounting Office outweighs its usefulness * * *". A
discussion paper on GAO's audit requirement and DAV's views on
annual GAO audits are presented as appendixes II and III, respec-
tively.

Even if the duplicate annual audit were eliminated, GAO
would still perform some oversight of DAV's financial statements
and independent auditor's report each year. Because DAV is a
federally chartered corporation, its annual reports are subject
to a desk review by GAO under a continuing arrangement with the
House Judiciary Committee. The purpose of the review is to en-
sure compliance with Public Law 88-504 (36 U.S.C. 1102), which
mandates certain financial reporting requirements for federally-
chartered corporations. Our reports on these reviews are reg-
ularly sent to the Judiciary Committee.

RECOMMENDATION TO THE CONGRESS

We recommend that DAV's authorizing legislation (36 U.S.C.
90i(b)) be amended to eliminate the requirement for an annual
audit of DAV's financial statements by GAO.

We are sending copies of this report to the Director of the
Office of Management and Budget, the Chairman of the House Judi-
ciary Committee, and the National Adjutant, Disabled American
Veterans.

Acting Comptroller Ge ea
of the United States
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APPENDIX I APPENDIX I

01JR
One East Fourth Street
Cincinnati. Ohio 45202
(513) 241-2450
Talex 214124

National Finance Committee April 2, 1981
Disabled American Veterans,
National Headquarters

Cold Spring, Kentucky 41076

Dear Sirs:

We have examined the financial statements of Disabled
American Veterans, National Headquarters ("DAV"), for the
year ended December 31, 1980. listed in the foregoing table
of contents. Our examination was made in accordance withIgenerally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other
auditing procedures as we considered necessary in the
circumstances.

We have previously examined and expressed our qualified
opinion on the 1979 financial statements from which the
accompanying comparative financial information for that year
was derived. ur opinion was qualified because certain pen-
sion costs were charged directly against the unrestricted
fund balance instead of being deferred and amortized to
expense in accordance with DAV's actuarial cost method as
required by generally accepted accounting principles. As
discussed in Note 5, DAV has restated its 1979 comparative
financial information to conform with generally accepted
accounting principles.

As described in Note 7 to the financial statements, DAV has
been assessed certain federal income taxes for the years
1970 through 1973. There are indications that additional
assessments may be proposed for the years 1974 through 1980.

In order to contest the assessments for 1970 through 1973 in
the U. S. Court of Claims, DAV paid the amounts assessed and
recorded such amounts in the accompanying unrestricted fund
balance sheets as a claim for refund of taxes. The amount
of refund, if any, that may ultimately result from theaction in the U. S. Court of Claims. or the a~muts of ad -,
tional payments, if any, that may be required for years 1#1
after 1973 are not presently determinable. ,h
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APPENDIX I APPENDIX I

In our opinion, subject to the effects of such adjustments,
if any, as might have been required, had the outcome of the
uncertainty referred to in the preceding paragraph been
known, the financial statements listed in the tab le of con-
tents present fairly the financial position of Disabled
American Veterans, National Headquarters, at December 31,
1980, and the results of its operations and the changes in
its fund balances for the year then ended, in conformity
with generally accepted accounting principles applied on a
basis consistent with that of the preceding year after
gLving retroactive effect to the changes, with which we
concur, in the methods of accounting for pension costs as
described in Note 5 and accounting for life membership fees
as described in Note 4 to the financial statements.

Yours truly,

A*!

I.

.,?
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APPENDIX IAPPENDIX I

DISABLED AMERICAN VETERANS

NATIONAL HEADQUARTERS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1980

1. ORGANIZATION

The Disabled American Veterans (DAV) is a Congressionally
Chartered, not-for-profit service organization speci-
fically organized to provide for the rehabilitation and
continuing welfare of the Nation's disabled veterans,
their families, dependents, and survivors. DAV's prin-
cipal program (social) service activities are:

maintenance of national service officers in all
Veterans Administration Regional and Contact Offices
to assist veterans in obtaining benefits to which they
are entitled under law

identification of veterans eligible for assistance and
referral of such veterans to DAV service officers

publication of a monthly magazine and other com-
munications for disabled veterans, in order to provide
information regarding veterans' benefits and social
activities

coordination of DAV's state departments and local mem-
bership chapters which provide a social environment to
aid the veteran in personal and social development

maintenance of special and need programs for emergency
relief, disaster relief and scholarships to disabled
veterans and their dependents

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Statements - The accompanying financial state-
ments have been prepared in accordance with the prin-
ciples contained in the Audits Of Voluntary Health And
Welfare Organizations published by the American Institute
of Certified Public Accountants.

Leased Property - Property leased to other is accounted
for under the operating method of accounting for lease
transactions, and has accordingly been segregated from
other property assets in the balance sheet.

7



APPENDIX I APPENDIX I

Inventories - Inventories, stated at the lower of cost
(principally on the first-in, first-out basis) or market,
are as follows at December 31, 1980:

Materials and supplies ...................... $ 325,222
Solicitation materials ...................... 868,718

'Total .. . .. . .. . .. . 1 193,940

Investments in Securities - Investments in securities
are recorded at cost unless management judges that there
has been a permanent impairment in value.

The aggregate recorded value of investments in securi-
ties at December 31, 1980 exceeded the market value by
approximately $2,807,000 and $2,991,000 in the
Unrestricted Operating Fund and the Restricted Life
Membership Fund, respectively. In management's opinion,
there is no permanent decline in value of the securities.

Fixed Assets - Fixed assets are stated at cost less
accumulated depreciation, and are comprised of the
following at December 31' 1980:

Accumulated Net Book
Cost Depreciation Value

Property, leased
to others....... $ 3,523,200 $2,400,189 $1,123,011

Land and improve-
ments ........... 924,915 161,141 763,774

Buildings and
improvement..... 6,011,043 992,628 5,018,415

Machinery and
ocher equipment. 3,222,108 1,897,329 1,324,779

Total land,
building and
machinery .... 10,158,066 3,051,098 7,106,968

Total ............. $13,681,266 $5,451,287 $8,229,979

Depreciation is computed generally on the straight-line
method over the estimated useful lives of assets which
range from 3 to 50 years, and amounted to $521,197 for
1980.

1979 Comparative Totals - The comparative totals for
1979 have been restated to give recognition on a pro
forma basis of the accounting changes discussed in Notes
4 and 5.

-2-
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APPENDIX I APPENDIX I

3. DESIGNATED FUNDS

Certain unrestricted funds have been designated by the
National Finance Committee for the following purposes:

Scholarships - For scholarships and financial assistance
to dependents of disabled veterans who qualify scho-
lastically and are in need of financial aid.

Disaster Relief - For assistance to disabled veterans
and their families who have suffered losses resulting
from natural disasters.

Emergency Relief - For financial assistance to disabled
veterans for emergency health and welfare reasons.

Health Services - For research of health care provided
by the VA hospital system.

4. RESTRICTED LIFE MEMBERSHIP FUND

Under the by-laws of the DAV, life membership in the
organization is available and amounts so paid are
required to be placed in a separate life membership fund
and invested; the only allowable withdrawals from the
fund are amounts required to pay chapter, department ;and
national per capita dues for life members.

In 1980, an actuarial evaluation of the life membership
population indicated that the accumulated fund balance
approximates the present value of future membership fees
required for existing life members. In recognition of
this, DAV changed the method of accounting for life mem-
bership fees. Prior to 1980, such dues were recognized
in the life membership fund as income upon receipt.
Beginning in 1980, life membership receipts are deferred
and recognized as income at the time such dues are
transferred to the general fund from the life membership
fund, in accordance with the by-laws.

As a result of this change the 1979 comparative finan-
cial information was restated and, the life membership
fund balance has been transferred to reserve for future
distribution of dues.

-3-
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APPENDIX I APPENDIX I

The following summary represents the changes during 1980

in the reserve for future distribution of dues:

Balance, January 1, 1980 ................... $23,731,725

Additions:
Membership dues received ................. 2,619,781
Earnings on invested fund assets ......... .. 2,113,077

Total ....... ......................... 4,732,858
Distributions of dues:
National Headquarters .................... 1,256,240
Local Chapters ........................... 609,021
State Departments ........................ 326,697

Total ...................................... 2,191,958

Balance, December 31, 1980 ................. $26,272,625

5. PENSION PLAN

DAV has a pension plan covering substantially all of its
employees. Effective January 1, 1979, DAV amended its
pension plan to provide an annual increase in pension
benefits for all eligible participants up to a maximum
of a 4% increase per year. In 1979, DAV recorded
$3,015,865 (which relates to additional benefits for
currently retired employees) as a charge to the
unrestricted operating fund in the accompanying state-
ment of support, revenue and expenses and changes in
fund balances.

In 1980 a portion of this charge ($2,765,608) was
restored to the unrestricted operating fund in order to
account for pension costs in accordance with generally
accepted accounting principles. Accordingly, DAV
restated its 1979 comparative financial information for
this change.

The normal cost for 1980 of $3,417,974 which includes
amortization of prior service cost for active
participants, as determined under the aggregate cost
method, is included in employee benefits expense in the
accompanying statement of functional expenses. As of
December 31, 1980, additional information with regard to
the pension plan as of January 1, 1980, the date of the
most recent actuarial evaluation, is presented as follows:

Present value of vested accumulated plan
benefits ................................. $19,895,589

Present value of non-vested accumulated
plan benefits ............................ 1,368,446

Net assets available for benefits .......... 15,501,215
Assumed rates of return in determining

actuarial value of vested and non-vested
plan benefits ............................ 6%

-4-
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APPENDIX I APPENDIX I

The prepaid pension expense in the accompanying
unrestricted fund balance sheets as of December 31, 1980
represents payments made into the pension plan during
1979 which will be applied to the normal cost of the
plan in future years.

6. DISABLED AMERICAN VETERANS SERVICE FOUNDATION

The balance sheets do not include the net assets of the
Disabled American Veterans Service Foundation (a
separate corporation) which are held in trust by the
Foundation and available to National Headquarters only
by appropriation or dissolution of the Foundation.
Based upon financial information (unaudited) at Decem-
ber 31, 1980, net assets of the Foundation were
approximately $1,458,000.

7. INTERNAL REVENUE SERVICE EXAMINATION

In 1976, the Internal Revenue Service, as a result of
its examination of the years 1970 through 1973,
assessed DAV taxes in the amount of $3,510,000 and
interest of $757,000. DAV believes there is no tax
liability, but as a procedural matter, paid the
assessments plus interest and filed suit in the U. S.
Court of Claims for recovery of amounts paid plus
interest. Such amounts were recorded in the
unrestricted fund balance sheets as a claim for refund
of taxes.

As a result of another examination in 1980, there are
indications that additional assessments maybe proposed
by the Internal Revenue Service for the years 1974
through 1980. The estimated tax could approximate
$1,700,000 plus interest for those years.

During 1980, judgment was rendered in the suit by the
U. S. Court of Claims substantially in favor of DAV on
certain issues but partially in favor of the Internal
Revenue Service on certain other tax issues. DAV filed
an exception to this Judgment, which as of April 2,
1981, is still pending. Consequently, the amount of
the refund that will ultimately result from the appeal
or any additional tax payments that may be required for
1974 through 1980 are not presently determinable.

-5-
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APPENDIX I APPENDIX I

8. SICK LEAVE PAY

In 1980 DAV amended its sick leave plan to increase the
maximum number of accumulated hours that each employee
may accumulate and receive as a future benefit in the
event of illness or termination of employment. The
effect of this change in the maximum hours accumulated.
from 1,000 to 2,000 hours, was to increase the salaries
expense and accrual for sick leave pay by approximately
$1,640,000.

I
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APPENDIX II APPENDIX II

DISCUSSION PAPER

THE REQUIREMENT FOR AN ANNUAL AUDIT OF THE
DISABLED AMERICAN VETERANS' ANNUAL FINANCIAL STATEMENTS

BY THE U.S. GENERAL ACCOUNTING OFFICE

BACKGROUND

The Disabled American Veterans was incorporated by an act of
Congress in 1932 as a privately funded, nonprofit corporation de-
voted to advancing the interests of wounded, injured, and disabled
American veterans. DAV is a "federally chartered corporation" as
opposed to a "government corporation." Therefore, it is a private
enterprise and not an agency of the Federal Government. Federally
chartered corporations typically need undergo only an annual audit
by independent public accountants and submit a report of the audit
to the House Committee on the Judiciary in accordance with Public
Law 88-504 (36 U.S.C. 1103). The committee then forwards these
reports to the General Accounting Office to determine if they meet
the requirements of the law and the audit standards of the profes-
sion. However, in 1967, Public Law 90-208 (36 U.S.C. 90i(b)) a-
mended DAV's authorizing legislation and required GAO to annually
audit DAV's accounts. The legislative history of this amendment
reveals that the Congress enacted this provision not simply to have
GAO audit DAV, but more to relieve DAV, by means of a Federal audit,
from the burden of having to comply with divergent state and munic-
ipal statutes and regulations applicable to DAV's nationwide fund-
raising.

DAY's POSITION ON GAO AUDIT

Although we do not know specifically what DAV's initial posi-
tion was in 1967 regarding Public Law 90-208, it is our understand-
ing that DAV requested an annual audit by GAO and that the law was
changed to require such an audit.

In a July 1977 letter sent to Representative Peter W. Rodino,
Jr., chairman of the House Judiciary Committee, William B. Gardiner,
DAV's National Director of Legislation, stated that enactment of
Public Law 90-208 had materially assisted in making the fundrais-
ing reporting procedures uniform, both at the State and municipal
levels. Because of this benefit, he requested that the act incor-
porating the Disabled American Veterans remain unchanged and that
the annual audit of DAV's accounts by the Comptroller General be
continued. However, Mr. Gardiner noted that DAV would not oppose
elimination of annual GAO audits if their continuation would result
in Governmental intrusion in the internal affairs of the orqaniza-
tion. DAV's position on the annual GAO audit was reversed in a
second letter Mr. Gardiner sent to the chairman of the House

13
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APPENDIX II APPENDIX II

Judiciary Committee in July 1977. Although the earlier letter
favored the GAO audit, the second letter said that DAV felt the
expense of the duplicate audit performed by GAO outweighed its
usefulness and that DAV supported the Comptroller General's re-
commendation that the requirement for an annual audit of DAV's
accounts be deleted from DAV'S authorizing legislation.

In response to a draft of this discussion paper, which was
sent to DAV to obtain its current views on annual GAO audits,
DAV stated that it still believes such audits are duplicative
and that their expense outweighs their usefulness. Accordingly,
DAV favors deleting the requirement for annual audits of its
accounts by GAO. (See app. III.)

GAO's POSITION

The Comptroller General opposed the amendment which gave GAO
the responsibility to audit DAV'S accounts. In a September 1966
letter to Senator James 0. Eastland, chairman of the Senate Judi-
ciary Committee, the Comptroller General advised:

** * * The Disabled American Veterans is a private organ-Iization operated with private, not Federal funds; and
we consider the audit required by the act of 1964 (cod-
ified at 36 U.S.C. 51102-1103, (1970)1 to adequately
serve Federal audit purposes. Moreover, we question
the advisability of extending the audit function of the
Comptroller General, an officer of the Federal Govern-
ment, to private organizations even at their own request,
which we understand is the situation here involved."

In a letter sent to the chairman of the House Judiciary Com-
mittee in May 1977, the Comptroller General expressed concern that:

--the scope of our audit authority over DAV may not satisfy

the requirements of the various State and local officials
responsible for the supervision of charities,

--our audit of DAV may be misleading to State and local offi-
cials or private citizens who assume our audit report is the
result of the usual GAO audit, and

--an audit of an organization that has already been audited by
a public accounting firm will not accomplish anything and is

duplicative as long as our audit authority is limited to that

of the public accounting firm.

14
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GAO concluded that participation in the regulation of private char-
itable organizations is not an appropriate role for GAO and recom-
mended an amendment to DAV's authorizing legislation to delete the
requirement for the annual GAO audit.

SUMMARY

Since 1967, GAO has been required by law to conduct an annual
audit of the DAV's financial statements. Because DAV's financial
statements are also subject to annual audit by a public accountant,
GAO and DAV, in 1977, recommended to the chairman of the House Judi-
ciary Committee that the requirement for an annual GAO audit be
eliminated. The committee did not act on the recommendation, so
the requirement for the annual audit by GAO still exists. As part
of our audit of DAV's 1980 statements we reassessed the need for a
GAO audit which, in effect, duplicates the work of other independent
auditors. We concluded, once again, that DAV's authorizing legisla-
tion should be amended to eliminate the requirement for a GAO audit.
DAV agrees with our position.

15
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NATIONAL SERVICE and LEGISLATIVE HEADQUARTERS
807 MAINE AVENUE. S.W.
WASHINGTON, D.C. 20024

(202) 554-3501

June 16, 1981

Mr. D. L. Scantlebury
Division Director and
Chief Accountant
U. S. General Accounting Office
Washington, D. C. 20548

Dear Mr. Scantlebury:

This letter is in reference to your correspondence dated
May 20, 1981 requesting the views of the Disabled American Veterans
regarding the provisions of Public Law 90-208 which require an annualI audit of our organization.

As you know, the DAY is also subject to the provisions of
Public Law 88-504 which require that private corporations established
under federal law be annually audited by public accountants. These
reports are submitted to the Congress each year.

Because we view the GAO audit requirements contained in
P.L. 90-208 as duplicative in nature, we concur in your assessment that
an audit (by GAO) of an organization (DAV) which has already been audited
by a private public accounting firm serves no purpose. As we indicated
in a letter dated July 29, 1977 to the House Committee on the Judiciary,
we believe that the expense of the duplicate audit performed by the
General Accounting Office outweighs its usefulness to our organization.

Accordingly, the DAY supports the recomendation of the
Comptroller General that the requirement for an annual GAO audit of our
accounts be repealed.

Sincerely yours,

JOHN F. HEILVN

National Legislative Director

JFH/J/dh

cc: Mr. Denvel D. Adams, Natl. Adjutant

(916830) Mr. Thorns 6. Dehne, Asst. Natl. Adjt.
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